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The

PracticingCPA
OCTOBER 1989

An AICPA publication for the local firm

THE IMPACT OF NATIONAL FIRM MERGERS
Announcements have been made recently that mer
gers among six large national firms have either been
formalized or are being negotiated. These firms have
a combined total revenue in the U.S. of $6.29 billion.
Because of the current environment relating to
leveraged buyouts, takeovers, mergers and acquisi
tions, competition for audit and tax planning
engagements for large, publicly held companies
will become even more intense.
Partners of smaller firms are well aware of the
impact of the Internal Revenue Code (IRC) on client
decisions and they, therefore, tend to be generalists
in terms of their practices. Generally, reviews and
compilations dominate this segment of practice
rather than audits. Accordingly, many practitioners
ask what the future portends for the small, local
firm. It thus becomes imperative to ask how you can
benefit from the announced mergers of national
firms.
To begin with, one publicly stated reason justify
ing the mergers of large public accounting firms is
that the accounting industry is becoming
increasingly specialized. Smaller CPA firms share
similar characteristics to the large national ones,
however. The local firms' reputation might domi
nate a defined geographical area rather than be
national in scope, but the IRC is universally impor
tant to clients. In addition, as with large public
accounting firms, your clients are diverse: drug
stores, construction companies, automobile deal
ers, restaurants, banks, manufacturers, ad infini
tum.
If these mergers result in staff reductions, one
benefit will be reflected in the applications for
employment that you will receive. These applicants
will be experienced, talented professionals who will
enable you to expand your staff quickly and easily.
Any increase in your staff, however, should be predi
cated upon the assumption that the new people will

have a high probability of generating new revenues
for the firm. This evaluation should take precedence
over an analysis of professional competency.
Accordingly, when evaluating these applicants,
questions such as the following will help you assess
the likelihood of their ability to foster client
development. Are they members of the local Cham
ber of Commerce, Rotary, or Kiwanis? Have they
been exposed to professionals in other occupations
such as insurance, stock brokerage, banking, law, or
general business? Have they shared community ser
vice with professionals or businesspeople from
these organizations? Have they given any speeches
before nonaccounting organizations? Have they
served on committees within these organizations?
Have they compiled a “contact list” of nonaccoun
tants? The point is that the professional competency
of these CPAs can be assumed. What must be
checked is their ability to enlarge your practice.
Practice in a local firm requires each professional—
staff as well as shareholders—to be continuously
oriented toward practice growth. The old truism of
“grow or die” still remains valid.
A second benefit will accrue as a result of analyz
ing present clients as a basis for enlarging the prac
tice. Those clients that provide the bulk of your net,
not gross, revenues must be identified. It is assumed
that quality service is being rendered and that con
tinuing education requirements are being fulfilled.
(Continued on page 7)
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How to Preserve Self-Regulation
In November, AICPA members will be asked to vote
on a change in the Institutes bylaws. The amend
ment would state that a member working for a firm
that audits clients registered with the Securities
and Exchange Commission (SEC) may retain mem
bership in the Institute only if that firm is a member
of the SEC practice section (SECPS) of the division
for CPA firms. The proposal is the final element in
the Plan to Restructure Professional Standards, and
is strongly supported by the AICPA board of direc
tors and governing council.
The SECPS is often thought of as being just for
large CPA firms. This is not true. Current mem
bership includes 37 sole practitioners, 87 firms with
2-5 AICPA members, 106 firms with 6-10 AICPA
members, and 147 firms with 11-25 AICPA mem
bers. This means that of the 540 firms in SECPS, 70
percent have fewer than 26 AICPA members.
The firms in this section audit more than 8,000
companies—88 percent of all those listed on major
stock exchanges or traded over the counter—which
represents 99.8 percent of the aggregate sales vol
ume of all public companies. The financial state
ments they audit influence millions of business and
investment decisions.
So, in addition to a triennial review of their
quality control systems, SECPS member firms are
subject to further measures of quality control. These
include the Quality Control Inquiry Committee,
which considers the implications of allegations of
audit failure on the quality of practice, rotation of
the partner in charge of an SEC audit every seven
years (member firms with fewer than five SEC cli
ents and ten partners are exempt from this require
ment), and a concurring review by another partner
or proprietor of each SEC audit report and financial
statement before issue.
SECPS activities are also evaluated by the SECPS
Public Oversight Board, which suggests improve
ments where necessary. In addition, SECPS mem
bers are required to report a cessation of the audit
client relationship with an SEC registrant to the

SEC within five business days, and SECPS peer
review reports are available in a public file.
The SECPS peer review program, in place since
1977, has been highly successful in improving the
quality of its members’ practices. Its effectiveness
has been commented on favorably by the National
Commission on Fraudulent Financial Reporting, by
the General Accounting Office (GAO) and by the
SEC in its annual reports to Congress. In fact, the
SEC likes the idea so much it has developed its own
proposal for monitoring public company auditors—
a proposal that is viewed by the AICPA board of
directors and governing council as excessive, intru
sive, and most likely, the harbinger of further gov
ernment regulation of the profession.
There is little doubt that self-regulation has
worked well for the profession. A survey conducted
for the AICPA by Louis Harris and Associates three
years ago showed that CPAs and the accounting
profession enjoy the highest reputation for ethical
and moral practices of any profession. (See "What
the Public Thinks” in the December 1986 issue.)
Over the years, numerous articles in the Practic
ing CPA have described how firms have benefited
from the actual planning and preparation needed
for their peer reviews. Auditing public companies is
one of the most visible aspects of the profession, and
adopting the SECPS membership proposal would
not only benefit the firms involved, but would
improve the audits of public companies and demon
strate the professions commitment to the public
interest and the self-regulatory process.
Now that all firms are making an investment in
quality review, the modest additional cost of SECPS
membership dues should not be a concern. The ben
efits, as noted above, can be substantial.
After considering these factors at its spring meet
ing, the AICPA governing council, which comprises
a cross section of the membership, by a vote of
202-6, authorized a referendum on a bylaw change,
and overwhelmingly urged its adoption by the
AICPA membership. In addition, the SECPS Public
Oversight Board has urged adoption of the bylaw
change. □
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Some Thoughts on Networks for
Microcomputer Systems
There comes a time when every CPA realizes that
increased flexibility could occur if the office com
puter system was no longer set up as one computer
and one printer. For example, it may be desirable for
several computers to share one or more printers. It
seems obvious that networks are the answer. Making
a valid, supportable choice regarding expenditures
on networks is complicated however.
We advocate a simple approach that is within the
capability of the user organization to manage.
Unfortunately, most of the network names you
know, such as Novelle, 3Com, and Ethernet, are far
too complex, requiring additional training and a
key operations manager to run. The personnel at
most small firms do not have the time, the inherent
ability, or the interest to function properly in this
area. Therefore, we advocate relative simplicity and
cost minimization by using the following approach.
If you need to share printers or to have access to
several with different features, an automatic or
manual printer switching network with built-in
buffering is the way to go. A buffer, which is the
equivalent of an electrical reservoir, is a good addi
tion to the switch. A computer processes data faster
than it can be handled by a printer, and the buffer
stores the output until it can be printed.
A switching device is relatively cheap. It is exter
nal to the computer, and the only extra cost aside
from the device itself is for cables. There are several
good brands of these devices available in various
cost categories depending on specific needs.
If it's necessary to transfer files among computers,
there are simple programs and networks that allow
that function to be carried out. You can copy files
from one computer to another, operate on the file in
the other computer, then transfer the modified file
back. That is the simplest, most reliable way.
There are networks that allow both functions to
be carried out almost simultaneously, but we prefer
to use one network for the printer system and a
separate one for copying files among various com
puters. Where possible, we even advocate using
floppy disks and taking the file to a machine in
another room. It is possible to move files among
several work groups using a tape backup system,
but this takes a little more individual know-how.
Extra-large files that cannot be copied can be moved
by backup-and-restore procedures.
The approach just described stays away from the
very expensive networks and avoids the network
version of your application software product. The
network version is always more expensive and
always harder to use. It usually works best with the

later versions of DOS which support record and file
locking more completely than earlier versions.
Our approach involves using the same application
software on more than one machine in your office.
Check with your attorney regarding the software
copyright issues involved in running several copies
of software you own on different machines in your
own office. Your attorney can advise you as to the
expected validity of the copyright prohibitions and
licenses supposedly allowed by various vendors. In
some instances, it is actually cheaper to have a sec
ond copy of the purchased software, if you are so
advised by counsel, rather than the network version.
It is also often not clear to novice network users
that two people cannot really use the exact same file
at the exact same time. Record and file locking is
necessary and it specifically prevents joint use. A
degree of planning and work coordination will not
only leave the CPA manager in control of staff
activities, but also reduces network expenditures.
Following the above-mentioned general princi
ples should allow you to keep your computer system
as simple as possible, and to aim for the ultimate
functionality of getting particular jobs completed
easily. This approach will require a small amount of
computer smarts, but will be much more reliable
than a full-blown network. □
—by Bruce Baskin, CPA, Lesowitz & Baskin, 503
Portage Lakes Drive, Suite 5, Akron, Ohio 44319-2269

A Reminder

The nine "expection gap" SASs issued in April
1988 are, with one exception, currently effec
tive. SAS no. 55, Consideration of the Internal
Control Structure in a Financial Statement
Audit, has a later effective date: It affects audits
of financial statements for periods beginning
on or after January 1,1990. The auditing stan
dards board has recently issued an exposure
draft of a guide on SAS no. 55, designed to
illustrate how to apply that standard.
In addition, the auditing standards division
recently published Implementing the Expecta
tion Gap Auditing Standards, a reprint of seven
Journal of Accountancy articles that were com
missioned on SASs 53-61, to help practitioners
apply the new SASs.
The publication is available from the AICPA
order department (product no. 060680) for $10
to members, $12.50 to nonmembers, plus $3.95
for shipping and handling. Tel. (800) 334-6961;
New York State (800) 248-0445.
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Why You Need a Practice
Continuation Agreement
In our practice, we have long subscribed to the the
ory that a firm’s most important client should be the
firm itself. In a small practice, and particularly in a
sole proprietorship, it is all too easy to neglect our
own affairs because we are busy taking care of cli
ents and trying to generate practice revenue.
It is in our clients and families’ best interest, how
ever, that we try to negotiate some type of buy/sell
agreement that will allow our practices to continue
in the event of our sudden disability or death. Where
there is a partner who wants to protect his family's
interests as well as those of the firm, drafting an
agreement that is fair to all participants presents no
significant problems.
This is not an easy task for many sole practi
tioners, who often have no one to turn to. In fact, this
was the reason the Michigan Association of CPAs
established a practice continuation plan. Popula
tion being sparse in many areas of the state, we saw
a critical need to provide assistance to a disabled
participant or to the estate of a deceased participant

where no arrangements existed for the disposition
of the participant’s practice.
Participation is open to all members of the Michi
gan Association of CPAs and requires only a signed
statement to that effect. In the event of an eligible
member’s death (without provision for the disposi
tion of the practice), the assistance to practitioners
committee offers its services to the estate represen
tatives to help in the sale of the deceased’s account
ing practice so the spouse or heirs may obtain an
economic benefit from it. In the event of disability,
the committee offers assistance in providing ser
vices to clients, thereby preserving the practice.
Successor and servicing CPAs are selected in sev
eral different ways. A member may recommend up
to six firms (sole proprietorships or multiple part
ner firms) as potential successors in the event of his
or her death. If no recommendations were made,
then one or more successors will be selected from
those member firms that have expressed such an
interest under the Association’s plan.
Once the preliminary list of successors has been
selected, the names are submitted to the estate rep

EXHIBIT 1

SUGGESTED LETTER TO CLIENT FROM DISABLED PRACTITIONER

(Disabled practitioner’s letterhead)
(Name and address of Client)

Dear Client,
This will advise you that I have been taken ill (or hospitalized) and regret that I am unable to
render my usual professional services to you at this time.
Until such time as I am able to resume my practice,, CPA,
(address and phone number), has indicated his willingness to render professional services to you
during my illness.

If these arrangements are satisfactory to you, please extend to him the confidence and courtesy
granted me, and be assured of his wholehearted interest to serve you.

During this period, I extend my appreciation for your kind cooperation and look forward to
resuming my service to you in the near future.
Sincerely yours,

Practicing CPA, October 1989
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resentative(s) for approval. The list is then submit
ted to the deceased member's clients for their selec
tion of a successor firm.
In the event of disability, the assistance to practi
tioners committee will provide a list of member
firms that would be willing to provide client ser
vices until the disabled member recovers.
In the Michigan program, the sale price of a prac
tice is based on 100 percent of last year’s fees. (Fees
are defined as accrual basis earnings excluding
uncollectible items.) We receive many questions
asking how we arrive at the figure. The answer,
basically, is that it is the most representative price
for the type of practice in the region. There are many

considerations when trying to negotiate a sale price.
A strong practice in a metropolitan area might
derive more then 100 percent, for example, or if it is
not a strong practice, it might derive less. In a spar
sely populated region, however, where the nearest
town might be fifty miles away, options are often
limited, and we are comfortable with the 100 per
cent figure as a starting point.
The plan discusses the successors paying 25 per
cent of the fees earned for a four-year period, but
with the total amount not exceeding 100 percent of
the fees earned during the last twelve months of the
practitioners life. What, in effect, could happen if
the client went to the successor CPA firm, is that the

EXHIBIT 2
LETTER FROM REPRESENTATIVE TO CLIENT

(Deceased participant’s letterhead)
(Name and address of Client)
Dear Client,

As the Representative of the Estate of(decedent), CPA, deceased, I am writing
to advise you that the Practice Continuation Plan Committee of the Michigan Association of
Certified Public Accountants has offered its services to assist you, without any undue hardship or
interruption to your requirements, in making arrangements for the continuation of the services
formerly rendered by(decedent).
I am enclosing a list of the members of the Michigan Association of Certified Public Accountants
who were personally selected by(decedent)during his lifetime and who have
consented to continue(decedent)’s work, with your consent. (I am sure that he
exercised great care in the selection of his Successors and that he carefully selected those who
would be most competent and reliable for your type of work.) Of course, there is no obligation to
select any of the listed CPAs, but if you plan to engage in the services of a Certified Public
Accountant, your choice of one of those on the attached list will facilitate the orderly disposition of
the estate and provide you with continuing accounting services with a minimum of inconvenience
to you.

Enclosed is a form which may be used to advise the Committee of your choice, and authorizing the
estate to turn over to the person named by you, any of the applicable documents which the decedent
had in his possession. Should you desire to personally interview any of the listed CPAs, please feel
free to make your requests known on the enclosed forms.
Sincerely yours,

(Name of Representative)

(Title)
Practicing CPA, October 1989
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differences in billing rates and services provided
might result in 100 percent of the prior years fees
being paid to the estate in, say, a two-and-a-half-year
period. If this were so, payment would stop at that
time and not be continued for the remainder of the
four-year period for that client. This way, payment
does not put a strain on the successor CPA, who
might otherwise have to present full payment right
away or work for nothing the first year.
The programs flexibility is, in fact, its strong
point. If an eligible member of the Michigan Asso
ciation dies suddenly without signing up for the
program, his estate representatives can still contact
the Association for help. Similarly, if the Association
learns about the situation, it can contact family
members to let them know the plan is available.
One interesting development since we began the
program is that more sole practitioners have
become aware of the need to work out a practice
continuation agreement, and sometimes do so inde
pendently. In fact, the Association has not had to
become involved in the disposition of any practice.
Although a clients’ need for services may be less
urgent at certain times of the year, practitioners
realize that if they become disabled or die in the
middle of January, clients are going to quickly find
another CPA firm if they are not told promptly of
other arrangements. Then, funds that could have
been made from the sale of the practice are lost.
Michigan’s is not the only state society-sponsored
practice continuation program, although we don’t
believe there are many. It is not easy to establish a
statewide program mainly because of the dif
ferences in the types of practices. Obviously, the best
solution would be for all practitioners to sign agree
ments with someone whose practice they would be
willing to purchase and to whom they would be
comfortable selling their practice. A group of sole
practitioners with similar firms could form an asso
ciation, for example, and work out an arrangement
that conforms to their needs.
Although the Michigan Association program has
been in existence for over ten years, we still come
across practitioners who don’t know about it. We
send a copy of the program to any member who
asks, but there is no requirement to notify the Asso
ciation on becoming a participant. We therefore
really don’t know how many members have actually
signed up for the plan. Most participants keep a
copy of the agreement with their wills and other
papers, inform their estate administrators of its
existence, and tell them to contact the Association
for help in selling the practice.
All in all, we think the Michigan Association prac
tice continuation program alleviates a major worry
for sole practitioners, particularly those in rural
Practicing CPA, October 1989

areas, and provides ideas for the principals of other
small firms who wish to make contingency plans.
Our plan is popular with our members, and we offer
encouragement to other groups of CPAs who would
like to set up similar services. □
—by Edwin D. Sitron, CPA, Sitron and Funke, CPAs,
PC., 2701 Troy Center Drive, Suite 105, Troy, Michigan
48084

Editor’s note: Mr Sitron is former chairman of the
Michigan Association of CPAs management of an
accounting practice committee. We are grateful to the
Association for permission to reproduce the exhibits
in this article.
The Firm Administrator’s Role
in Rounding Up Receivables
For many firms, the first step in turning the tide of
mounting receivables is to take this management
responsibility away from partners and give it to
their firm administrators. Often, the involvement of
a third party provides more objectivity when ana
lyzing potential problems with new clients, as well
as in efforts to collect past-due accounts and stan
dardize receivables management procedures.
Problems with new clients can be minimized by
having the firm administrator check prospective cli
ents’ credit ratings with the local credit bureau. A
record of late payments should prompt partner dis
cussion before a client is accepted.
It will be easier to pursue overdue accounts when
the proper documentation is on file, so any retainer
required, the monthly payment schedule, and any
interest charges that would be incurred for late pay
ment should be agreed upon and stated on the
engagement letter. Then, the administrator should
be required to confirm receipt of a signed engage
ment letter before approving scheduling requests
for each client. Establish standards for billing,
work-in-process (WIP) balances, and past-due
accounts.
Bills should always be sent out on a timely basis,
and a specific day should be earmarked for that
purpose each month. The billing function must
receive priority from partners during the time of the
month allocated to complete the process. The firm
administrator can monitor billing progress and
report compliance to the managing partner.
Set limits for unbilled WIP for each partner. Have
the firm administrator review all WIP balances
monthly for compliance with firm standards.
Amounts exceeding the limit should then be
explained at a monthly credit meeting, and partner
agreement reached.
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Set a policy on the actions to be taken to collect
overdue bills. This policy may consist of actions
initiated at certain intervals as follows:
□ At 60 days, schedule the partner in charge to
call the client to inquire about payment status.
If the client requires more details or disputes
an invoice, a quick response from the firm
could result in payment and avoidance of fur
ther action. The administrator can follow up to
make sure calls are made as agreed.
□ At 90 days, have the firm administrator call for
payment. If the client requests a meeting to
resolve the matter, set a date. If there is no
satisfactory response, suspend services until
agreement is reached on payment terms.
□ At 120 days, if the response to repeated calls for
payment elicits only stalling or excuses, have
the administrator turn the account over to a
collection agency. One that I have worked with
is Transworld Systems, Inc., of Paramus, New
Jersey. This firms approach includes mailing
five or six collection letters at two-week inter
vals directly to the client. The correspondence
is tactful yet firm and requests payment on
your behalf. Administrators may stop or sus
pend the collection cycle at any time.
□ After six months, the chances of collecting
unpaid bills are poor. Schedule the admin
istrator to discuss litigation with the managing
partner. Going to court over receivables takes
time and money, and carries a considerable
professional liability risk. If you think the risk
acceptable, you might consider options such as
Transworld Systems' litigation services. Such
services, extended upon request, operate on a
contingency basis. Upon settlement, Trans
world Systems retains up to 50 percent of
amounts collected.
Always keep accurate records of collection efforts.
Have the firm administrator record all collection
action agreed to and taken. Note dates and time of
calls, and keep copies of all correspondence.
Stay on top of receivables
With each passing month, receivables lose, on aver
age, approximately 5 to 10 percent of their value. If
you bill time out monthly, time charges are likely to
be 45 days old when you mail the bills. Even prompt
payers benefit from the use of your money for over
one month. To stay on top, have the firm admin
istrator review the status of receivables monthly.
Set a date for partners to discuss the status of
active accounts (have the administrator conduct the
meeting to keep it objective) and ask them to review
each account over thirty days old. Decide what
course of action will be taken and have the firm

administrator follow-up after two weeks to ensure
progress is made.
Firms should establish limits on write-offs and
require partners to record them monthly. These can
then be compiled by the administrator and the
information submitted to the managing partner or
executive committee for action or approval when
accounts exceed agreed-upon limits.
Clients who consistently fail to pay their accounts
on a timely basis and who yield realization rates
below standard cut into firm profitability. All cli
ents should be reviewed annually to check whether
they still suit your practice and whether they are
profitable for the firm. You can spend a lot of time on
clients who pay late, argue about fees, or have low
realization rates. If the situation cannot be
improved, it is better to weed out these clients.
The firm administrator can play a unique role in
monitoring the financial pulse of a firm. As a mem
ber of the management team, the administrator
gains access to firm financial data and, in what is
usually a nonbillable position, can devote full atten
tion to the controllership function.
For it to succeed, the firm administrators role
must be clearly defined and agreed upon by all
partners. That individual must be given authority to
monitor compliance with standards as they apply to
receivables and to take needed action to stay on top
of the situation. Putting the firm administrator in
charge minimizes personal and political considera
tions when dealing with receivables management
and, as a side benefit, frees time for partners to do
what they do best: service present clients and
develop new, profitable business. □
—by Jayne E. Osborne, 73 Hillside Avenue, Nutley,
New Jersey 07110, tel. (201) 667-8194 (Ms. Osborne is
director of administration for Sterling, Nappen &
Chavkin.)
National Firm Mergers (continued from page 1)
Thus, we are back to the client relationships when
discussing practice expansion. And that means the
primary emphasis should be on fostering a close
relationship with key clients. It is both impossible
and counterproductive to separate professional and
personal relationships. When your association with
key clients is based upon friendship, respect, and
competence, growth will follow automatically.

Clients change firms for many reasons.
Regardless of the specific reason, the client entering
the market for CPA services will seek advice from
non-CPA associates. Your present clients can be a
great source for recommending you! But, this rec
ommendation doesn’t just happen. You must make
it happen through your efforts to develop the perPracticing CPA, October 1989

8 Practicing CPA, October 1989

sonal relationships that accompany the professional
association with clients. To determine what you are
doing to develop these key personal relationships,
ask yourself the following questions:
□ When you entertain at home, do you invite a
client?
□ When you take your spouse or guest to your
country club or to a new restaurant for dinner,
do you invite a client?
□ When you support your alma mater by attend
ing a football or basketball game, do you invite
a client?
□ Does your firm purchase tickets for profes
sional baseball, football, basketball games, or
other sporting events? If so, do you invite a
client?
□ Do you take any time off to play squash, hand
ball, golf, tennis, or to go fishing? If so, do you
invite a client?
□ When you and your spouse or guest attend the
theater, ballet, or symphony performance, do
you invite a client?
□ Do you maintain a record of birthdates of cli
ents and their spouses and children? If so, do
you mail appropriate greeting cards? Do you
also mail appropriate greeting cards on special
holidays?
□ Does someone read the local papers for
announcements of births, engagements, mar

American Institute of Certified Public Accountants, Inc.
1211 Avenue of the Americas
New York, N.Y. 10036

riages, deaths, promotions, charitable efforts,
and other personal items related to your cli
ents? If so, are appropriate recognition notes
mailed?
□ Are you aware of the charities supported by
your key clients? If so, do you provide some
minimal support to those charities as well?
These questions reflect a mind-set that helps
determine whether you are attuned to fostering a
personal relationship with clients. Notice that none
of the questions discusses professional competence.
This is assumed. What this exercise endeavors to do
is to move beyond work to ensure that clients not
only will remain loyal but will also recommend you
to others. People recommend those whom they like.
Positive answers to the questions above are but one
key to having clients like you, but they are key
because the effort takes time, costs money, and can
not be done haphazardly. Implementation must be
sincere and be based upon your liking your clients. If
so, clients will be more apt to reciprocate.
In conclusion, please ask yourself, Am I taking our
clients for granted? If you aren’t sure, please review
the questions and select one or two approaches for
trial. We guarantee you won't regret the effort. PS:
Let us know how you fared. □
—by John B. Sperry, CPA, Ph.D. and R. Jon Ackley,
Ph.D., School of Business, Virginia Commonwealth
University, Richmond, Virginia 23284
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